INTRODUCTION AND HIGHLIGHTS
∑ If we assume an average development cost of US$185,000 per room for our surveyed sample, then the total return on investment from operating cash flow is estimated to be, on average, 12% in 2004, which will undoubtedly whet the appetite of local and regional investors; ∑ RevPAR to GOPPAR conversion rates in the region range from 0.6 in Syria to 1.2 in Egypt. Factors that influence this conversion rate include average rate fluctuation, ∑ GCC (Gulf Co-operation Councilpredominantly oil producers) countries are pressing ahead with their economic diversification programmes, with the UAE (Dubai), Qatar, Bahrain and Oman remaining the most committed and proactive. We consider that a unified Middle East tourism strategy is vital as this will restrict intra-regional competition;
HVS
∑ The non-GCC countries also experienced considerable economic growth, which was driven mainly by low interest rates and an improvement in domestic and international confidence and consumption;
∑ The region remains highly vulnerable to political instability in Iraq, US sabre-rattling over Iran and Syria, and the continued tensions between Israel and the Palestinians. However, since the election of Mahmoud Abbas in succession to the late Yasser Arafat as the new Palestinian leader hopes for a potential peace process have been raised which, if these hopes materialise, will undoubtedly fuel economic growth and significantly improve international confidence and thus direct foreign investments on all levels. ∑ We consider that the growth in tourism was driven mainly by increased intra-regional visitation (an increase which has been noticeable ever since the events of 11 September 2001), increased international awareness of the region, the decline in the US dollar, n/a  67  73  75  69  79  78  66  68  67  78  Cairo -Pyramids  n/a  58  66  66  47  70  76  61  62  61  73  Cairo -Heliopolis  n/a  65  79  72  70  83  83  75  75  73  75  Hurghada  48  63  70  63  50  80  77  65  66  66  86  Sharm el Sheikh  79  73  72  66  68  79  63  61  66  64  75  Jordan  Amman  61  74  71  61  56  56  59  44  45  57  72  Kuwait  Kuwait City  44  41  44  46  46  47  46  49  53  84  64  Lebanon  Beirut  n/a  n/a  45  61  61  58  61  55  55  59  71  Oman  Muscat  67  66  64  71  56  57  55  62  59  57  69  Qatar  Doha  61  75  80  78  72  61  58  56  60  72  72  Saudi Arabia  Jeddah  68  64  61  58  60  59  63  59  57  53 
OVERALL TRENDS
∑
Developments and Initiatives
Private and public projects and initiatives in the country include the following. ∑ Plans have been announced for the development of a desert ski centre, at a cost of some US$500 million. The attraction will cover an area of 25 hectares near Al Jazira Beach. The centre will offer outdoor sand skiing and snowboarding facilities as well as an indoor ice rink that will be suitable for a variety of sports. A hotel is also planned within the complex, along with a convention hall and retail facilities. Completion of the project is scheduled for 2008.
∑

Visitation and the Hotel Market
∑ Bahrain saw visitation grow strongly in 2004. The main impetus behind this growth was the Formula One Grand Prix in April (which drew more than 40,000 foreign visitors). This was the first time that Bahrain had hosted such an event (and it was the first country in the Middle East to do so). ∑ Unlike other GCC countries, Bahrain benefits from cultural and natural resources that could be capitalised on when it comes to designing the country's tourism product. We still consider that Bahrain must carefully define its tourism strategy in order to differentiate itself from other destinations in the region, notably Dubai;
∑ A considerable level of new hotel supply is likely to enter the market over the next few years. This could potentially have a significant impact on the performance of quality hotels. However, various innovative projects are being developed, and these are likely to establish the country more firmly on the global tourist map, and hence induce a considerable level of hotel demand that should in turn absorb the new supply;
∑ We consider that opportunities exist in this market for the development of branded limited service hotels and serviced apartments. 
EGYPT Economics and Politics
Developments and Initiatives
Private and public projects in the country include the following. ∑ The Grand Museum of Egypt is planned in Cairo, near Giza. This project aims to establish a state-ofthe-art complex of museums and facilities that will provide access to a broad range of information and antiquities. The total estimated cost of the museum is US$350 million, but the project is still awaiting funding;
∑ Rumours suggest that Saudi Arabia 
Private and public projects in the country include the following. ∑ Proposed and rumoured supply in the country is illustrated in Table 13 .
Outlook and Opportunities
∑ We expect further growth in marketwide hotel performance in Amman in 2005, which will be driven in all probability by an increase in average daily rate. Successful implementation of the national tourism strategy is likely to stimulate sustainable growth in tourism over the next five to seven years; ∑ We remain of the opinion that Jordan has significant potential to develop its tourism industry, due to its unmatched natural resources. However, the country is highly vulnerable to regional instability and to any global economic downturn. 
KUWAIT Economics and Politics
Developments and Initiatives
Private and public sector projects in the country include the following.
∑ The government has recently facilitated visa procedures for 34 nations, allowing their citizens to obtain visas immediately at the airport; ∑ The government is currently relaxing foreign investment regulations and tax laws in an attempt to establish Kuwait as a regional financial and trade centre; ∑ Kuwait will soon allow more international players to enter its banking sector after last year granting France's BNP Paribas a licence to operate in the country; ∑ A new terminal is likely to be developed at Kuwait International Airport, which will allow for a flow of 5 million passengers a year. We ∑ The 25% decline in RevPAR was reflected in a moderate 17% downturn in GOPPAR, to US$126. The lesser fall in GOPPAR was attributable to a non-proportionate decline in non-rooms revenue combined with the usual rigid costcontrol activities undertaken by hotel managers during periods of slowing demand; ∑ Despite the slowdown in 2004, the Kuwait hotel market remains the top GOPPAR performer in our survey. This undoubtedly reflects the strong impact of average room rate on the profitability of hotel operations; this is illustrated by the rate of US$230, which is 40% higher than the next nearest city in our survey (except for the Jumeirah Beach market which is diluted under the Dubai overall performance); ∑ Proposed and rumoured supply in the country is illustrated in Table  14 . We highlight that, in addition to the proposed hotels mentioned in Table 14 , the government of Kuwait has granted more than 80 licences for new hotel developments in 2004, which currently have no confirmed development timeframe.
Outlook and Opportunities
∑ We expect hotel market performance to be stable in 2005. The pricing cartel in the market might come under increasing pressure as additional hotels come on stream, especially if such hotels elect not to join the rate cartel. This will over time have a detrimental impact on hotel profits and investment returns; ∑ The new supply that is likely to enter the market will have a significant effect on the operating performance of the hotel industry in Kuwait. We recommend that no new hotel development be undertaken in this market until the outlook of the tourism industry in Kuwait is more assured and the impact of the new hotels which are already under development can be monitored. ∑ While the short-term outlook for the country is uncertain, in the long term economic prosperity is expected across all levels.
LEBANON Economics and Politics
Developments and Initiatives
Private and public sector projects in the country include the following. ∑ Despite the recent terrorist plot to attack Western targets in Oman, the country's relations with the USA remain strong and the country's political stability is unlikely to be damaged.
Private and public sector projects in the country include the following. ∑ In terms of international politics, the country remains largely dependent on its close ties with the USA.
Private and public projects in the country include the following.
∑ Preparation work has started on the site for the US$5.5 billion New Doha International Airport. It will be the first airport to be designed and built specifically to handle the new Airbus A380-800, and will be able to handle 50 million passengers a year by 2015;
∑ Construction of the Asian Games
City is well underway. Once the development is completed -in time for the games, which are to be held in Doha -over 30 sports facilities will be in place;
∑ Doha Golf Club is undergoing renovation and expansion after a customer survey revealed the need for increased amenities to attract the family market. The expansion programme is likely to include a swimming pool with a Jacuzzi, a fitness centre, a function hall, two residential buildings for staff, a new academy building, a television building and an additional ninehole golf course; ∑ The Pearl of the Gulf development is underway. Apart from having over 7,500 high-quality dwelling units, the island development will also have three luxury hotels, retail units covering approximately 60,000 m 2 , and community infrastructure such as entertainment centres, restaurants and parks; ∑ ∑ A recent technical and engineering feasibility study has been completed in connection with the 'Friendship Bridge', the world's longest fixed link, which will link Qatar and Bahrain via a 45-km causeway; ∑ The Museum of Islamic Arts, due for completion by 2006 in time for the Asian Games, will be a notable landmark for the city of Doha and will provide the highest standards in technology. The Islamic Museum will display the Qatar National Collection of Islamic Art -a world class collection of ceramics, metalwork, jewellery, woodwork, glass and other items made in countries all over the Islamic world from medieval Spain to Central Asia and India; ∑ Designed by the famous architect Arata Isozaki, Qatar National Library, the major repository for bibliographic references on the country, will be a landmark and a 'minaret of knowledge'. The library will include the National History Museum, galleries, a children's centre, enclosed book stacks, reading rooms, a restaurant, a lecture room and a conference hall. Construction will be completed by 2006 in time for the Asian Games. ∑ Table 18 illustrates the proposed hotel supply in Qatar.
Visitation and the Hotel Market
Outlook and Opportunities
∑ The economic outlook for Qatar is very positive in the short to medium term. In terms of tourism, the country is increasingly positioning itself as a meeting and conference, sport, educational and health tourism destination and is becoming established as the sporting capital of the region; ∑ Occupancy in the market is likely to decline slightly in 2005, once the new supply enters the market. However, we anticipate a recovery in 2006, despite the new supply that will enter the market during that year;
∑ The tourism identity of Qatar is slowly taking shape. This will be more noticeable from 2006 onwards, once the Asian Games and public promotional activities have taken place.
SAUDI ARABIA Economics and Politics
∑ According to the EIU, economic growth in 2004 reached 5.3%, which was driven mainly by strong oil prices and a growth in the country's oil output. In 2005 growth will be triggered by rising oil output and still-firm prices, as well as by a rise in government consumption; ∑ The private equity markets are becoming increasingly liquid, which will undoubtedly improve the level of non-public capital investment in the country; ∑ Despite the efforts made to eliminate domestic Islamic terror attacks, a number of attacks on Western targets and on symbols of Al Saud authority continued to occur in 2004, which undoubtedly had a negative impact on perceptions of the country's safety. A number of expatriate professionals living in the country have relocated their families to neighbouring countries, notably Bahrain and Dubai.
Developments and Initiatives
∑ The supreme council of tourism continues to aim at attracting internal tourism as a first step. The country's tourism strategy is now ∑ A multimillion project has been unveiled in Al Khobar: the City Fanar project, which is a waterfront 'Future City' destination built around a 300,000 m 2 man-made lagoon. Located on the Al-KhobarDammam Corniche, the 3.3 million m 2 City Fanar will feature a mixed-use environment offering residential, commercial and leisure facilities, including a blend of entertainment, dining, shopping, marinas and hotels; ∑ Plans exist to expand the Hajj terminal at the King Abdulaziz International Airport in Jeddah. The terminal currently lacks capacity to serve the needs of the growing number of pilgrims who now use the facility. ∑ Proposed and rumoured supply in the country is illustrated in Table 19 .
Visitation and the Hotel Market
Outlook and Opportunities
∑ Leisure tourism to Saudi Arabia is unlikely to experience significant growth in the foreseeable future. 
Developments and Initiatives
Private and public projects in the country include the following. ∑ Syria benefits from attractive natural and cultural resources, and we remain in no doubt that, if capitalised on, these would considerably boost the tourism industry in the country.
UNITED ARAB EMIRATES Economics and Politics
We note that most of our research and analysis is focused on the emirate of Dubai. ∑ According to the EIU, although real GDP growth will slow it will also remain strong, averaging around 6.0% over the next few years. The non-oil sector, which contributes more than 90% to the total GDP, will remain strong too, led by the services industry with the tourism sector contributing 10% of GDP. The economy is set to expand and investment in more heavy industry, such as petrochemicals and metals, is expected to continue; 
Developments and Initiatives
Private and public sector projects in the market include the following.
∑ The UAE was recently voted among the world's top five aviation markets by IATA. Further expansion work in Dubai to the tune of US$4 billion, of which US$1 billion will be spent on the creation of a third terminal and a second concourse (able to accommodate the Airbus A380), will also result in the opening up of the airport to budget airlines and an increase in the airport's capacity to 70 million passengers per year in 2006. Further growth is expected; ∑ In addition, cargo-handling capacity at the airport is being gradually extended to meet ever ∑ Dubai Waterfront (DWC) is being developed as a new gateway to the emirate of Dubai. Destined to become an international landmark, Dubai Waterfront will be the world's largest waterfront offering, and is located 35 km southwest of Dubai, bordering Abu Dhabi, on the last remaining undeveloped coastal waterfront of the emirate. The first phase of DWC will focus mainly on the development of Madinat Al Arab, which will be the heart of a vibrant new city. The centrepiece of ∑ Abu Dhabi International Airport is being extended, with work including a second runway and an upgrade of the main terminal building. The total cost for the project is estimated to be US$600 million;
∑ The government has begun work on a new 280-metre tunnel that will link Abu Dhabi International Airport with Mussafah, as part of one of its major road network projects designed to ease current and future traffic congestion. The construction of the tunnel is one of the Abu Dhabi National Consultative Council's proposed infrastructure projects for the next 20 years, and its stated aim is 'to change the city's status into a greater city'; ∑ Lulu Island, one of the biggest tourism ventures in the world, involves the construction of hotels, restaurants, gardens, an aquarium, a museum, fun parks for children and a wildlife reserve. Work on the island, located some 600 m off the Abu Dhabi coast, has already started, with the planting of more than 600,000 palm trees. of the emirate occur. However, the new supply entering the market will undoubtedly put increasing pressure on the potential performance of the market; ∑ Major developments, particularly those likely to fuel long-term tourism demand, such as Dubai Land, the extension of the airports in Dubai and Abu Dhabi and the new development at Jebel Ali, will facilitate this growth; ∑ Residential developments continue to mushroom and the impressive sales pace achieved to-date justifies further development; it also ensures that even if an unforeseen event beyond the control of the city governors occurs then visitation is likely to bounce back more rapidly; ∑ It is our opinion that the new hotel supply entering the market will be largely absorbed by additional induced demand; ∑ The announcement by InterContinental Hotels Group that it would be entering the Dubai and Abu Dhabi markets with its budget Express by Holiday Inn brand is the next step to a more balanced hotel offering in the market, especially with budget airlines slated for slots once extension work at Dubai airport is completed.
HOTEL DEVELOPMENT AND INVESTMENTS
∑ Hotel investment and development in the Middle East is likely to become increasingly sophisticated, as new (potential) hotel investments funds instigate activities in the region; ∑ This year we have identified approximately 165 proposed hotels that are likely to enter the market throughout the region in the next five years. These properties represent around 54,000 additional rooms. We estimate that the capital investment in these hotel real estate projects totals approximately US$10 billion. This clearly reflects the increased investor appetite and liquidity in the region; ∑ Although hotel developments continue to be geared towards fivestar hotels, the appetite for branded limited service assets and serviced apartments is increasingly noticeable. We expect between 20 and 30 branded limited service hotels to be developed in the region over the next five to seven years. Brands will primarily include Express by Holiday Inn, Rotana, Ibis, and Park Inn (the limited service brand of Rezidor SAS Hospitality); ∑ Over the next five years, we also anticipate an increased level of development in boutique hotels in the region. These hotels will aim at attracting a niche regional and international clientele; ∑ The enhanced liquidity and availability of funds (debt and equity) within the Middle East, together with improved hotel operating performances, is likely to further stimulate capital employment in hotel properties. We expect that a number of public offerings will take place over the next two to three years for some real estate and hotel investment funds, as well as (potentially) for some local operators; ∑ We consider it likely that a number of consolidations will take place in the region over the next five years. These are likely to include acquisitions of existing hotel investment vehicles and/or operators. Potential geographical targets include Egypt, Dubai and Beirut;
